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April 25, 2002

Honorable Merwin U. Stewart, Commissioner
State of Uteh Imsurance Dopartment

State Offioe Building, Room 3110

Salt Lake City, Utah 84114-6901

Inmordmcewithyamhlsm:cﬁonsandincompﬁmcewithUtahCodeAmmmed
GJ.C.A)TWQJIA,mmmimﬁonoftheﬁlmdaloondiﬁonmdMnmaﬂihsof

WORKERS COM:{ENSATION FUND
Murray, Utah

ammpmﬂghxnempt,qmn’-mhﬁc,pwpmmdcmakymcompmy,hadmﬁu
MtoutheCompmy,wasomduaedasowamberBl,zm.
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SCOPE OF EXAMINATION ¥

Perisd Covered by Examination

ThtlhdﬂmwmceDepamnent’sC‘Depmnﬂlaaﬁnmciﬂe:mnimﬁonofﬂw s
Company was conducted as of December 31, 1997, The current examination covess the period
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Examination Procedure Employed

mmhnhemdedaaenerﬂwviewmdamlysisofthe&mpmy'sopwaﬁmmd
adctumimtimofitsﬁnmeidmdiﬁonasofDeombaﬂ,zooo. Material assets were valued
and ownerghip verified. Ijabiﬁﬁeswmdetm'nﬁnedhaccordmwithlmn,nﬂmmd
procedures prescribed by the State of Utah. The examination was conducted in accordance with
sewaﬂymeptedstmdudsmdpmcedmewfmg:ﬂﬂmymﬁoﬁﬁesrelaﬁngmm
examinations. Itinch:dadtutsoftheacwumingmordsandnreviewoftheCompmy’saﬁm
andprwﬁmtothemdeemednmmy.

The Company retained the services of a certified public accounting firm to audit its
financial records for the years under examination. The firm provided requested working papers
Prepared in connection with its audits. The use of the firm’s working papers did not significantly



a&mmm&du%&ﬂ:«ﬂ,zﬂm, uewithinthecomd&ngﬂm:y’;rmgeof
projections. Anmaoﬁtatumtyrmomstatemwtmwasﬂubﬁshedbmthe
wmlhamlhbiﬁtyfoerSWIsleuﬂnnﬁpmamprGﬁm Excess statutory
mowmmmnmeweswasmrapuﬂedmmquheduofmmn,m.

mmammwmwmmmmﬁommm
baenaddresuedbytheCompmyorhavereoeivadﬁ:rthercomaminﬂﬁsrepon.

General

HISTORY

In 1917, the Utah State legislature adopted the Utah Workmen’s Compensation Act,

which required employers to p

rovide workers® compensation insurance benefits, The employers

4

ot e

I



m&wdwmﬂnthbmmm&mmemm“m
thuthhhSmMmHmd,thoCo@my’sm. The act established the
maammmmsmmummmﬂm
m'mmm.mmmmwummmhmmm
provids prampt, prufeauioalmbeﬁ:riupoﬁcyhnldmmdthﬁrﬁumd employess.

Legislation in 1988 and IMmmuﬁmmCmmymmuanm-pmﬂtbum
enterprise and pursuant to U.C.A. § 31A-1-105, the Company was brought under regulation of
the Department in 1993. U.C.A. § 31A—33—lmmme0myuammuﬁt, quasi-public
corporation. On April 6, 1m,mnmm;mofumnymmm
Company to insure workers’ compensation risks in the State of Utah.

TheCompmy’smichsofimmpouﬁonandby-kwswmmptedonMath, 1994,
and April 7, 1994, respectively. Arliclesoflmandmautothearﬁclunfiuoorpunﬁonmﬂed
wﬂa.ﬂWbyﬂwWhMyl%B,mylm,mdhmm. The year 2000
Mmﬂmcm’am&mwmcmmmdofummwm
Compensation Fond. Arﬁchl,&cﬁoﬂ.lofthebyhmstatuthﬂ”fhepﬁm‘qnloﬂuofﬁa
CmpmﬂinnﬂbewﬁhinﬂnSMeoﬂhhmﬂMbebcﬂodinSﬂtL&eCity,Sa&L&e
Covaty.” ‘l‘bCompmyisnatinmmplimewiththisremﬁrm. The Company’s principal
office is looeted in Murrray, Utah,

Capitalization

The State of Utah Treasury appropriated $40,000 for the Company’s original
capitalization. The appropriation was repaid during the 1920°s. As a mutual insurance company
tbeCumpanyhremmedmmMmkﬁnnmpﬁmnmtsu'plusofﬁoo,ODOmdﬁi-bued
capital a3 required by U.C.A. 31A-17-Part 6.

Mansgement

Ultimate control of the Company resides with its board of directors. U.C.A. § 31A-33-
I%MﬁemmﬂvuofﬁreﬁmsumcmﬁaﬁngofﬂzemﬁwMOfth
Dmdmmmmmdeﬁm;ﬂweﬁefmmﬁmoﬁwofmeCmy;
uﬂﬁwm&ppoimadbythngm,miththeadvicemdomﬁﬂmm. Three of

Bomm&appmimmmmmmﬁcmmﬁmpmﬁmf&
mutual insurance companies under U.C. A § 31A-5-409. .
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Directors serving as of December 31, 2000, follow:

Term
I! _l - E . Il\. c .I N E » - ! !m!- -
Malvin Carl Greon, Chair 2004 Policyholder Owner/Chairman
Canterville, 1tsh Creative Color

Mack Hayward Heugly, Vice Chair 2002 Policyholder  Senior Vice President
Sady, Utsh ACS

Howmrd Bugene Dransfield 2004 Public Ratired Bxecutive

8t. George, Utah Mobil Qil Corporation

Angost Glisemeyer, Jr. 2002 Policyholder Ratired Partner

Salt Lake City, Utah Deloitte & Touche, LLP

: Part-time Financial Accounting Consultant

Winder Dainy

Raylme Griffith Ireland Statutory  Office Exsacutive Director

Robert Day Myrick 2002  Public President and Chief Operating Officer ~ *

Salt Lake City, Utah Morgan Stanley Dean Witter Bank *

Salt Laks City, Utsh Workers Compensation Fund

TheCompany’sarﬁclesofincorponﬁonproﬁdeforpﬁndpﬂoﬂioqxtomnsinofa
Mamm,adiefﬂmndﬂoﬁm,mdmmmmumzbmezymﬁﬁr
or the president may designate. PrincipaloﬁcenoftheCompmyaretobebeidby&thuttbree
mmﬁpﬁmmmdtheoﬂicesofthepreidemandmuym:ymtbehddbyth
Samo person. mamwmmaa&mmmummmm
follow:

Officer QOffice
Lane Alma Summechays  President and Chief Executive Officer
Dennis Vaughn Lloyd Secretary, Senior Vige President, and Chief Legal Counsel
Ray David Pickup Chief Financial Officer, Senior Vice President, and
Chief Administrative Officer
Thomas Edward Callangn Sa:iothcePruidentdehiefMarkeﬁngOﬁcer
Robert Harold Short Senior Vice President and Chief Operations Officer



mmmmmmmmmmammfmcw'smum
examination date;

E i, Criioga Commi Marketing Commi
Mesivin Carl Green, Chair Mark Hayward Heugly, Chair Howard Eugene Dransfield, Chair

Mark Hayward Heugly Maelvin Carl Green August Glissmeyer, Jr.
Howard Eugene Dransfield Robert Day Myrick Metvin Cari Green
August Glissmeyer, Jr. Lane Alma Summerhays Murk Hayward Heugly
Robert Day Myrick Lane Alma Summerhays
Laug Alew Summerhays

sittwﬁons,whichmaygiveﬁsetoaeonﬂictofimmst. Additionally, directors, officers and key
mmsuemumdtommmmofhﬂmﬁdmeqmﬁm.

A review of officers’ and directors’ questionnaires disclosed that two questionnaires were
left blank otherthmthcindividllml’sname., signature and date. The.thuipnnairelpedﬁcally



hmﬂ,nﬁmmaboudofd&eaommdwmniﬁeemimteshdicmedthuthehwd
mditsqumdyappmvedmdmppmtedﬂ;ew’smmmdm.
In sccordence with U.C.A. § 31A-2-204(3),tha00mnymomvﬂyﬁnﬁahedampyoftheptior
D .

examnation report to each member of its .
Acqnmumhhps, Dissolations, and
Purchases or Sales threugh Reinsurawce
In Jamuary IM,MC@mmﬁedamqfoﬁtyim«enumdeM
amkus’cmnpmﬁrdpmyawﬂtﬁsmormdfmmd WorkComp
Sefvhu,awmkus’compmutionpmthmsmdmicesconmmy. Although the transactions
mrepmndindnConmany’sFormBﬂﬁngduedMayl, 1998, the Commissioner was not

notﬁedﬁmintely&iﬂowingthequiﬁﬁonorformsﬁm of the subsidiaries as required by
U.C.A 31A-5-218(5)(a).

Surplus Debentures

No debentureswmisnwdorretireddmingtheexaminaﬁonpeﬁod and none was
outstanding as of December 31, 2000,



Insurance Holding Company System
Workers Compensation Fund
| | I ] N |
Univentage Pinnacle Risk Advantage Workers Advantage WorkComp
Insurance Management Compensation Services, Inc,
Compenry Services, Inc. Insurance Compeny
(53.19% owned)

UﬁVMgeImnmeeCompmyisaUnhdmmmaaqcﬁmdbytbeCmmon
Jermary §, lmﬁrﬂwmmnofemmmwﬁvi&umheﬁhmm.
However, subsequent to the acquisition date, U.C.A. § 31A-33-103.5 was amended to ¥mit the
mmw:mmmmmﬂuhﬁmmmmmﬁme Financial
mﬁyofﬂaembﬁ&mymtﬁuedmni:ﬂyofnnﬁnponiminvmm.

, As of the examination date, Advantage Workers Compensaﬁonlnmrance(:onmy,an
mmmmmmm,mﬂommmm
business in 41 states and the District of Columbia_ Dm-ingtheywzom,thecumpmymud
ﬁreaprmimnwriﬂeninAﬁzona, Colorado, Idaho, Nevada, New Mexico, and Texas.

Advantage WorkComp Services, Inc. is a workers’ compensation products and services
company.

Management Agreements, Service Contracts and
Cont-sharing Arrangemeuts

Effective June 15, 1998, the Company, Pinnacle, Univantage Insurance Company, and
Advantage WorkComp Services, Inc. mtmdintoanasreenmﬁorcoopeuﬁveandjdntuseof
personnel, property, equipment, and services, The Company agreed to provide its subsidiasies
personnel, property, equipment, and services to enable the subsidiaries to conduct business and
other corporate functions. Pinnacle agreed to provide personnel, property, equipment, and
services to the Company to enable the Company to conduct its insurance business and other



corporate finctions. mwmmmmwumm
Mudﬁluwrdmwithrhewﬂngmhtm. .

Am%hdvmtngewm Insurance Company The Company agreed
tupmﬂdnmmmmy,umﬁpmm,mdmimwﬁhrupmto
wmmmmmmemm to

totheC’owmy’smﬂnerﬂaingunﬁoy .

TheCmmydidmtuoﬁﬁrﬂmComﬁsﬁmerinwﬁﬁngofhstﬁonmmmthe
foluwhgﬁmﬁmﬂhﬂiﬂdnyspﬁmmmingintoﬂnhmwﬁomumqlﬁmdby
U.CA. § 31A-16-106{1)}bXiv).

AnMMtomendtheWpaiodofﬂmChimsSewiceAgmemmtwﬁhPinmh
A'I'hluPtrtyClaimsSavicingAsmemmtwithPimmle
Anmnﬁmmtothe'l‘lreel’myﬂaim Servicing Agreement with Pinnacle
ASsrvineAglmmtwithMMageWorkComp Services, Inc.
AnmdmnttotheMmmtIServiceAgementwithAdmmeWorkm
CompnmﬁonlnmrmeCmy.

e % e ¢ 9o

FIDELITY BOND AND OTHER INSURANCE

The amount ofﬁdeﬁtyinnnamecomagemommmdedbythﬂhﬁond Association of
Insurance Commissioners for an insurer of the Company's size is between $1,250,000 and
$1,500,000. The Company had fidelity coverage with a single loss limit of $1,250,000 and a
single loss deductible of $50,000,

10



mchmwammmmmmpmm,m
flood, and earthquake coverage. Inldditiun,tthomymriadm&abilitymwnpm
mwmmmmw,mmmmmmy,mdmm

PENSION, STOCK OWNERSHIP, AND INSURANCE, PLANS
Empleyes Retirement Plans

mmmwmmmsmmsmmmm
contributory Retirement Systems. The systems are administered by the State of Utah and are
mdﬁ-mloy«mshuingdeﬁmdbmaﬂtphm Eligible employees hired after July 1, 1986, are
wtumtinnﬂymembmofthenon-conhibmorysystmx Undcrthephmeumloyeesmnyreﬁreat
qcﬁiwihﬁowymofmicaoratmyagewhh%yemofmvi&wﬁhummwmuiﬂ
reduction.

Cwiuxﬁonswthereﬁmmmsyﬂmmreqaﬁredbym. Covered employees in the
oudghmy!ymuequmdtoommibmeﬁpmofﬂrdrnlﬁyw.the&npmyh

E@oywpuﬁdpaﬁngmthemmmreﬁlmphandisﬁbm
pn&@mhaﬁl(!(),uh:ydefermlpmm The Company contributes 1.5 percent of the
mpluyu’sgmuaalmytothesaluyde&mlprogmnandﬂmemployeemydwttoconﬁihm

ditionat . ;

SnpﬂmutﬂhmﬁveMmutAmt
Awmmmmmm"mmmm
cm'ummcw&mﬁwomcmmmwsmm 1, 2000, was not
reported to the Commissioner within 30 days of approval by the board of directors, as required by

11
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event of death before retirement. Provision was made in the financial statements for the
Company’s obligations under the plan.

Boanses and Other Incontive Awards

The Company utilized bonus and other incentive swards, The following schedule reflects
the distribution between salaries snd bomuses for the five bighest paid officers of the Compeny.

PuidYewr Salmy Boons Total Salsry Bonus
1997 $642,503 $229250 § 871,753 73.70%  26.30%
1998 661,934 272,000 933934 70.88%  29.12%
1999 715990 247307 9637297 7433%  25.67%
2000 743,347 264250 1,007,597 BI%  2623%

ThnbomsphnforﬂmCEOwaswunyathediscreﬁonuftheuewﬁvecomnﬂueeoﬁhe
board of directors. Bomuplmaforﬂleothaexmmmdmdmﬂymuﬁmedwuh
wﬁlmtcﬁemmmnategoﬁmdag“ﬂruhnld”, “target” and “maximum”. Each
pmfmmhwdgludmdhuadoﬂubmmﬁxmmﬁmﬂum.
Bummmwowdandpnkimﬂteymﬁﬂhwingthepmiudfmwhichﬂnpafmmem
rated.

Tthnmpanyoﬁ'ereditsenmloyeuavarietyofmedicalanddmtalms. The
Company shared in the cost of the coverage. The Company also provided workers’ compengation
Mdhﬁcmptumﬁfehnmmatnocésttomploym. Optional benefits included
addiﬁmdl&,wddmuldmhmddismembamemmvmgesforthemphyeemdlor
dependents.

STATUTORY DEPOSITS

Pursuant to U.C.A. § 31A-4-105, the Company is required to maintain a statutory deposit
equal to its minimum permanent surplus of $300,000, U.S. Treasury Notes with a par value of
$300,000 and a market value of $414,375 were held by Zions First National Bank under a trj-
party agreement with the Department.

TheCompmyeﬂabﬁshedtworeimummemmtnmuntsvdchiomFmNaﬁmalBank
pummmldwmnceﬁustAwmmwiﬂ:LegimlmmmeCompmyandAdmuse
Workers Compensation Insurance Compaay, The trust accounts were established for the sole uge
mdhennﬁtofhgionmdAdvmga,mbjmmthctwmsmdmndiﬁomoﬁhem. The
cnmpanieamaymﬂtewithdmwah:tmyﬂmewithommﬁoetoﬂm&mpmy. Bonds with a par
va]uaofSll,UDD,OOOmﬂamu‘ketvuheuf$ll,420,625wm'eheldinthal4e@on1nmmoe
Company trust account. Ahondwithapuvahuof&l,ﬁoo,moandamuketvahmof

12



m'masu,m.&zm«mmummcmmm. Abond
ﬂnﬂrﬂbxof&l,éﬂo,ﬂﬂi}udamvﬂudn,ﬁm,ﬁOmhla:linﬂmﬂdvlmnge
wmcwmcmmm.

mmamwcrsmmmmcnc:s
l'licy!muilhduwrm

Prior 10 lQQG,tbCompmymeditsownpoﬁcycommmdmdmmfmm. Policies

inssed afber Jasmary 31, l%ﬁ,udoﬁedtheNaﬁonalCmmcﬂonCompmm
("NCCI) forms. Tom&aPECI&nmthCmyﬁhdmdmmmm&y
wmmmmm iate and necessary. As of
Decerniber 31, 2000, the Company’s risk retention was $2,000,000.

policies snd term policies. Caﬁmuuﬂmpoﬁmmuﬁuﬂyphwdmtﬁnof

U.CA. §31A-22-1001 obligates the Company to write ail workers’ compensation
insurance for which an application is received. Comuﬂy,mﬂummmmﬁmyﬁnited
to proper claasification of employees, selection of a premium payment plan, and caiculation of
premiums. NCCIowxpdiondcodwereusgdtouu'gnanpbyeedusiﬁuﬁons.

TheCmmyhndthreepmﬁwnmteﬁuu,prd‘und,nmdaﬂ,mdmn-ﬂmdud.
Spmwlitypmvisinnuppﬁedtopm&ndmﬂm-mnduﬂm. Al risks not qualifying
furpu&ncdornon—stmdaxdmuwaewriumatstmdudm. :

Effective November |, lQ%,&eCompanyﬂlodnratemodiﬁcaﬁontoﬂ:el:rgetilk
Mwmﬁngopﬁmdeiai:odhtheNCCIRﬁu’ospecﬁveRnthgﬂmM. This filing
mﬂiwdﬂten?mﬁnmprmiumdigﬂﬁﬁtyfmthehmeﬁak-uﬁngphnﬂomﬂ,ooo,mom
$100,000.

Pmﬁmdudimnmappﬁedtopoﬁdesofmmmss,ooomm These
discounts were graduated up to 14.4 percent of standard premium. The Company also used the
NCCIdedubRaﬁnglehrpoﬁduthtgmedmmetthl0,0mhemamdpnnﬁum.

The Company cunmﬂywﬁtesfmxramciationsafetygmuppmm. Association

mbemthntmteﬁgibﬂitymmﬁrmemsrew’veaSpmmnﬁuncmﬁtmdmdigiblefm
association dividend programs that are based on loss experisnce of the association,

13
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Frovider Contracts

ThCompmmmnﬁMpmvﬁnwmmmmsm Inc., Milford
VMM&MWWW&MMW&MMFM
Practice ization and the University of Utah Hospitals and Clinics. of the contracts set

Territory and Plan of Operation

U.C.A 31A-33, created the Company to insure Utah employers against liability for
wmpamuhnhndmjob—rdntodwcidaﬁdh@niumdocwmﬁonﬂﬂhmmdmm
peyment of this compensation to Utah employees who are entitled to it. In accordance with
U.C.A. §31A-33-103.5(2), the Company may only offer:

(1) workers’ compensation insurance in Utah;

(2) m’wmiﬂammmmwmmmm
acoomplish its purpose under U.CA. § 31A-33-102(1)Xb) and to provide worksrs’
mmﬁmwmﬂoﬂﬁm@mmmm'wmm
enxployees engaged in interstate commerce; and

(3) workers’ compensation products and services in Utah and other states.

TheCompmyismlyaﬁhoﬁzedtoWworkm’wmpmuﬁonhmumwitﬁnﬂn
State of Utsh. U.C.A. § 31A-22-1001 requires the Company to write all workers’ i
hﬂmhwﬁdlmkaﬁmismdetotheCmy. Under U.C A, § 34A-2-203, each
wm&mmo&wamydmm&m&mmmﬂm
insurance premium on its emplayees direct to the Company.

U.CA. §31A-33-103.5 permits the Company to form or acquire subsidiaries or enter imto
a joint enterprise. U.C.A_ § 31A-33-103.5(3) permits subsidiaries to offer workers’
mmmmammmmhmmmmmmwmy
mwwmmwmmwm In addition,
mﬁﬁhhmﬁaﬂho&woﬁm'mﬁmmﬁmmmmmmm
states. Dmhgtheammﬁmﬁmpummmmmyﬁpmddmopeﬁombymﬁgm
mﬁmdmﬁledhtumm,anﬂoﬁwmmamhﬂmym,ﬂ
mam’wmmmmy%mmm

The Company maintained more than a 50 percent market share of all workers’
compensstion insurance written in the State of Utah. Its products were marketed through
WIOMW@MWNMMMW&
The marketing vice president supervised the employee/agents and was the point of contact
between the Company and its independent agents. The Company’s standard agency agreement
established a commission rate, but allowed the negotiation of deviations from the specified rate.

14
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Advertising and Sales Maserial

Iumurd,thaCompnny’udvnrﬁngwnMd&mﬂyrdﬁtedtompoﬂm. A
compsres advertising expense to direct written premiums;

Direct
Advertising Preminms % of
Your  Expense Wiilten  Premium
1997 $1,698,560  $113,520844 1.49%
1998 1,207,087 95,804,496 1.26%
1999 1,944,326 94,770,700  2.05%
2000 1,681.273 106,857,224 1.57%

Amuﬁmdyww,omﬁmeywmwvuﬁingmwu paid to the Company’s
mwhtdmonmmmmmmmg Other disbursements
Mmmmwmmmmmls,m
$128,625, public relations, $116,980, charitable contributions, $79,125, Utah Jazz, $58,000, and
seminars, $43,599,

Treatment of Policyholders

U.C.A. § 34A-2-801 provides procedures for adjudication and administrative action
hoarings within the Division of Adjudication, a division of the Labor Commission. However, in
some instances poficyholder complaints were filed with the Department. During the three-year
Eleven were filad in year 2000, nine in 1999, and seven in 1998, All of the complsints were
closed. mmmﬁmmmmmwmmm
indeuumumcCommnymm:hedmmlmpoﬁcyhowammpmmthrwgboutthe
examination period. .

The Company’s ratios for denied claims to reported claims were as follows:

1997 30,562 899 2.9%

1998 31,770 1,002 3.2%
1999 32,463 1,027 3.2%

2000 34,835 1,199 3.4%

15



Dividends to Policyhelders

U.C.A §31A-21-310 permits the Company to distribute surpius to policyholders. In
mduuwithﬂaianeﬁm,aﬁvhimdpluﬁﬁw]myl, 1998, and a revised plan
mﬂnﬁnlﬂyl, 1999, were filed with the Commissioner . The Company pxid the following

Year Eamed  Dividend Famned % of
1997 1996  $17,149,437 $127,500,000 13.45%

1998 1997 39800311 114,000,000 34.91%
1999 1998 25,500,000 88,785,081 28.72%
2000 1999 5950800 89,434,607 6.65%

Total $88,400,548 $419,719688 21.06%

Subtqmmtoﬂwexmﬁmﬁondue,ﬂwboudofdirmmdeduednzompo&cym
dividmdoﬂS.Snﬂlionibryurszpﬁcybuldm. The dividend declarstion was based on
m’shmﬁmeoﬂheulﬁmtemmmbepddmnmdethemmy’sdiﬁdﬁ
plsn. mmmwmwmmﬁmﬂdyﬂ.znﬂimfmﬂnmmm
year. mw&mnms.smﬁmmmmm.

REINSURANCE
Assumed:

IheCnmpanymahnahwdanAwegateEmeuofLossRehmmuAsremwith
I@nnhnnmCompmyClqion”)bmdinPhﬂiddpﬁa,Pmsylﬂlﬁm Under the
mLeﬁm&umdforﬂuComymm&lﬂnhbmedmﬁdeofUuh Under the
mﬂm&mpmymmedﬁnhmhﬁmpo&iuismedmempwavﬁmamﬁuﬂy
, ofihdrewhyeuhiredorreglhdyemploydinUuh, employers with a principal administrative
oﬁeebnﬂedinl]tah,andnlbaidfnrhsmaﬂiﬁatesofthuemnplom. Legion was also a ceding
M,ﬂoqwimmeCmmy,underexceuofhumuagrmmthnpmﬁded

Legion was allowed a ceding commisgion, Theconnm‘uionineﬂ’ectﬁomAumst 1, 2000,
to August l,2001,wuequalt021,57pmmtofsmuwﬁttenpmmi|m The commission
Mmmmewmﬁm&egmmmmm
ﬁskpoolchumconm.shnsmdwmm@mrefees. The agreement requires that estimated
amounts ultimately be adjusted to actual amounts. Additionally, the Company had the burden of
premium collection and the cost of claims settlement.
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mcwcwammhMmmmmn.mm
Mﬁonmmmhﬁlinﬁunm&rﬂ],ﬂﬂﬂl Pursuant to the order, the Insurance
cmﬂmcmmdwmummmm
m&mW.MWdlﬂﬁmnfLaﬁmmdhmwtumMMu
mmﬁhmmdmeMOfthepoﬁcyhoMaaﬁtmwpubﬁcmuym

Effective May 1, 1999, the Company ensered into a reinwrance agreement with its
subsidiary, Advantage Workers Compensation Insurance Compauy (“Advantage”). The
Cmmrmmd%pmof&dnnuge'smm:nd 100 percent of Advantage’s
hmumibuMmmthmde'smm

MWWMamdhgmmmiuneqmltoﬁpmmtofmwﬂm
premium. Thmmmiaﬁmhduddmuﬁnﬂedmform’wmmhﬁomm

requires that estimated amounts ultimately be adjusted to actual amounts. Additionally, the

Cedod:

TheCompmymdLesionwuecetﬁngpuﬁumanmdedyingmdthueperomm
agreements. AmmUnﬁedhfeMmeCompmydeﬁnSmeeMeCmy
wmeﬁiwlyw;mmmd@pﬁwmoﬂhemm. The agreements were affective
as of January 1, 2000. mmrﬁnﬂredmmypohmwvmmwm
Cmmﬁonﬂuxheuhfome,wﬁmnmmedbyoronbehﬂfoﬂhe&mywm
The prrties rotained the first $2,000,000 in losses. Reinsurance coverages are shown on the
foftowing page.
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Reinsurance coverages on December 31, 2000, were as follows;

Agrecment Coverage
Underlying Per Occurrence $3,000,000 excess of $2,000,000, cach loss occurrence, subject to
Excess of Loss an aggregate limit of $6,000,000.
First Per Occurrence Bxcm 135,000,000 excess of $5,000,000, each loss occurrence, subject to
of Loss an aggregate limit of $10,000,000.
Second Per Occurrence $50,000,000 excess of $10,000,000, each loss occurrence, subject
Excess of Loss to an aggregate limit of $100,000,000.
Third Per Occurrence $50,000,000 excess of $60,000,000, each loss occurrence, subject
Exvess of Loss to an aggregate limit of $100,000,000.

First Per Claimant Excess of $3,000,000 excess of $2,000,000, per claimant, subject to an
Los annual aggregate limit of $10,000,000,

Second Per Claimant Excess  $5,000,000 excess of $5,000,000, subject to an annual aggregate
of Loss himit of $10,000,000.

Rdnmmmmﬁomforpﬁmpﬁodscoﬁﬂedoﬁhﬂhrm«aguwithmm&nﬁu
ranging from $500,000 in the 1970’5 to $3,000,000 in the late 1980 and early 1990°s. The
merbdmrmmmeovmsﬁorthepuiodoﬂuly 1, 1982, through April 30, 1988.
From January 1998 through December 1999, the Company retained $250,000,

ACCOUNTS AND RECORDS

IheCmnpmy’selmonicdnasystmismahnimdonmIBMOSSPOcomm. Its
mnmmmhmmmmmmmmmm
poﬁcy,ddmgmoumspaynbicmdmdledgﬁappﬁciﬁmintomsyﬁm. All major
accouating records are maintzined electronically, Gmalledmmblkﬁmyledmmdjourmls
are not maintained in hard copy form, Ttiﬂhalmceshgeumdnmryrepomammwd
from a database, Sumﬁaofdﬂﬂmﬁmmmmﬁmmaamym}ml.

Anenminaﬁonnialbdmce,aaowaanbeﬁl,sz.wnpnpuadﬁomtheCompmy's
electronic trial bslance sheet, Account balances were traced to anmual statement exhibits and
schedules without exception. Individual account balances for the examination period were
examined as deemed necessary. Accounts and records deficiencies or concerns included the
following:

* A custodial sgreement with Zions First National Bank executed in 1998 was not authorized by
a resolution of the board of directors or by an authorized committee, as required by Utah
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Administrative Code (U.A.C.) § R390-178-4(B). Subsequent to the exaglination, the
investment committee spproved the custodial agreement.

Asuflhnumﬁnndﬁe,themﬁwwﬁhtheﬂankofNﬂvakwu
nutiqom_npliamwithU.A.C. § R590-178-4. Prior to completion of this
Examination, the agreement was brought into compliance.

Fmbmduumndbythoﬁm&ithmdm'eﬁtnﬁheU.S.Gowmmutm
wm-wmmmamcmcﬂm
designation of 1PE, hlmﬂmwithmmmmh:HuGﬁom,bondsofthi:
type should be reported with a 1 designation,

SUB1 forms were not submaitted to the NAIC Securities Valuation Office (“SV0™)
Wiﬁhiomofthewpi:iﬁonorformﬁonoﬁhe&wlmm
subsidinries, as required by Part 8, Section 1, of the Purposes and Procedures Manual
of the SVO.

secueities were not mbmitted to the SVO for vahsation within 120 days of the dte that the
securities were acquired, as required by the Purposes and Procedures Masual of the SVO.
hq:uﬁdht«minthemmmtofm,ﬁswuhcmdedhthembaﬁxoﬁmmnd

cHate. mmmmmmmmmmm
mcmmwmmmbeimw.

Anmdniu&hooﬂate;alloanintheamuntofﬂ,ﬁw,éﬂwasimpmperlyrepomdua
nogative non-ledger asset, Itshouldhnvebmmpomd,asanmumadmitted.

Asahonﬁdhthapﬁwmwmﬁnn,theCompmydidmtfonowtheNAICAwom&g
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Cm'lenimmmw. Thammnmmtedummmdm

mmmammmmmwwwu%m
 write-ins for liabilities”, The liability should be included in “Losses”.

mrmmmmmcm'mmmm
determined reserves in Parts 1 and 2. Mmommzomwmmm:mm
Wmoﬂyﬁ.ﬂﬁlﬂmmmmnbighpohnofmemﬂmm’sm
mmmmmmﬁmw For example, the reserve reported for
mowrred yoars prior to 1991 was $38,5 million, The actuary’s high point estimate was $67.0
mwﬁthm.swﬁmmmm. The reserve seported for incurred year
1995 was $17.7 million. Thewmm'y’slighpoimaﬁmtewumSnﬂﬁon,whichiaﬂ.D

Year 2000, ScheduleP.ULAEweresmmponedweapproximﬂelys.Sni%n
mtﬁmﬂwmﬂﬁmw’sﬁabeﬁmm,butawidmymuﬁedmm.Fw
example, year 2000 reported ULAE was $10.3 million, The actuary’s high point estimate was
$5.3 million
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FINANCIAL STATEMENTS

ThnCampany’sﬁnminlcondiﬁonasowaunbern,ZﬂDD,mdthemhsofﬂs

mm@mmﬁmmmmumm by examination, are reported in
the following financial statements:

Balance Sheet as of December 31, 2000
Underwriting and Investment Exhibit — Statement of Income

Jeruaary 1, 2000 through December 31, 2000
Surplus - January 1, 1998 through December 31, 2000

The accompanying comments onﬁnaneialstatementsareanintegralpartofthescstatements.
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Worlkers Compensation Fund
Balance Sheet
As of December 31, 2000

ADMITTED ASSETS

Bonds
Common stocks
Real estate:

Properties occupied by the Company
Other ies

propert:

Cash snd short-term investments
Other invested assets — Wasatch Venture Fund II, LLC
Premiums and agents’ balmnesmcmneofooﬁecnon
Premiumg, agents' balances and instaliments booked

but deferred an not yet due
Aocrued ratrospective premeums
Flectronic data equipment
Inserest, dividends and real estate income due and accrued
mmm,mmmu

Assets held fnrclnm 39-15063
Total assris

LIABILITIES, SURPLUS AND OTHER FUNDS

Losses :

Loss adjustment expenses

Contingent commissions and other similar charges

Other expenses
Tau,hcmmmdfeeudn.woraccmed,exc&udmgfedm]mcometaxes
Unearned premiums

Potlioyholders dividends declared and unpaid

Amounts withheld or retained by company for account of others
Aggregute write-ins for lisbilities: liability for claim 89-15063

Total liabilities

Unassigned funds (surplus)

Surplus as regards polieyholdm
Total liabilities, surplus and other funds

22

Ampunt
$536,179,424
109,347,617

7,242,498
22,182,979
53,331,900

0

3,053,359

1,254,754
4,808,415
873,527
11,123,739
0

2,202,140

751,600,352

395,381,340
58,100,768
250,000
10,572,290
3,243,553
24,296,781
1,224,471
2,074,421
1,987,380

497,131,004

254,469 348

254,469,348

$7531,600,352

%

Notes
o

@

3



Workers Compensation Fund

Underwriting and Investment Exhibit

Statement of Income

January 1, 2000 through December 31, 2000

Underwriting income;
Premiums eamed
Deductions:
Losses incurred
Loss expenses incurred
Other underwriting expenses incurred
Total underwriting deductions
Net uaderwriting gain or (loss)
Investment income:
Net invostment income earned
Net realized capital gains or (losses)
Net tavestment gain or (loss)
Other income:
Netslin(bu)ﬁ'omagtms'orptemiumbalanceschargaioﬂ‘

Aggregate write-ins for miscellaneous income — other income

Total other income

Net income before dividends to policyholders
Dividends to policyholders

Net income

23

Amount
§ 114,000,000

87,232,569

18,770,106

36,420,981
142,423 656
(28,423,656)

39,136,125
9,689,133
48 825,258

(325,431)
T1479
(247,952)
20,153,650
5,950,800

$ 14,202,850




Workers Compensation Fund

Surplus
January 1, 1998 through December 31, 2000
Examinati
1999 2000

Surplus as regards policyholders, December 31

previous year $242,407,816 $246,178,449 $256,310,172
Net inoome (loss) (566,533)  1,627.223 14,202,850
Not unreslized capital gains (losses) 4,360,996 9,174,186 (14,809,752)
Change in non-admitted assets (23,830)  (669,686)  (1,233,922)

Net change in capital and surplus for the year 3,770,633 10,131,723 (1,840,824)
Capital and surplus, December 31 current year $246,178,449 $256310,172 $254,469 348




COMMENTS ON PINANCIAL STATEMENTS
(1) Common Stocks : $ 199,047,517

In August of 1998, the Company acquired 100 percent of the common stock of Advantage
Workers Compensetion lasurance Company. U.C.A. 31A-17-401(3)(w)vi) allowed the Company
mhﬁlﬂymthnb&yum. Theunminmofﬂmmbni‘ﬁ:ry’lc&piulmd
mphgﬁ,ﬁiﬁ,l&l,wnmhdtobewﬁmoﬂﬁatmﬁwypm:pommnpuiod

mmhmmofsz,mo,momwmvmemn,m,almui
lisbility company, was not admitted. Tbeinvuhnentwnmhddinmorchmewith.C.A.i
31A-18-105, as roquired by U.C.A. § 31A-17-201. Limited Linbility Company is not a class
itvestrmesit permiitted under U.C.A. § 31A-18-105, Therefore, the investment may not be used in
determining the financial condition of an ingurer.
(3) Receivahle 30
A receivable in the amount of $256,789 was not admitted. In accordantce with U.C.A. §

31A-17-201, receivables from parent, subsidiaries and affiliates are not admitted in the
determination of the financial condition of insurers.
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SURPLUS
Tthompany’smrphawudeimdmbesz,ZSGJsQlusthmreported. The

Anmual Change in
Statement Surplas
Other invested aspets:

Wasatch Venture Fund I, LLC $2,000,000 $0 § (2,000,000) (2)
Receivable from parent, subsidiaries and affiliates 256,789 0 (256,789) (3)
Total changes (2,256,789)
Savphs per Company 256,726,137
Surpius por examination 3254,469_.33

UCA §31A-5-211 requﬁruthc&mpmytomainﬂhpumnmmhuiuﬂnm
of 3300,000. In accordance with U.C.A. 31A-17, Part VI, the Company reported total adjusted
capital in the snount ofSZSG,?l’S,B?m:[nnhurhadmdbvdRiﬁM Capital ("RBC"™)
in the smoust of $28,082,185. mmww&mmw&
mmmmwmmm'smammwmmm
Emmmsm&dnmhﬂeamtﬁnleﬁwtmthswmoﬂﬂdm
caloulation.

SUMMARY
Itamsofﬁgniﬂcmorspedalintueatooﬂa@dinﬂﬁsmpunmmmimdhdow:
€3] The previous examination, as of December 31, 1997, increased the Company’s reported

surpius by approximately $49 million. (SCOPE OF EXAMINATION - Statas of

Aﬁmwmc&mmmmmwmmm
Significant Regulatory Information Disclosed in the Previcus Examination)

(2) U.CA §31A-33-102 created the Conipany as a nonprofit, quasi-public corporation,
(HISTORY — General)

(3) Article 1, Section 1.1 of the bylaws states that “The principal office of the Corporation shall
be within the State of Utah and shall be located in Salt Lake City, Salt Lake County.” The
Compmyisnotincompﬁmwiththinequiremmt. The Company’s principal office is
located in Murray, Utah. (HISTORY ~ General)

(4) Ultimate control of the Company resides with its board of directors. (HISTORY -
Management)
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(5) AnEmploymen Ammmm“ﬁhm&mpmy‘sWMCMEmﬁve
Oﬁou'["(EO")withmeﬁnﬁvadmdsm 1, 2000, was not reparted to the
Commissioner within 30 days ufappmﬂlhymehwdof&uaon,umquhtdhyuc.& §
31A-5-416(3). Nor was the agreement acknowledged in anmal statement general
interrogatory 9(d). (HISTORY - Management)

©) Amﬁewofoﬁam’mddimm'omﬂimafmmcﬁmhtm
quastionngires were ieft blank other than the indivi al’s name, signature and date. The

(7) Asalso noted in prior examination report, the Company did not maintain mimstes of
some bosrd of directors’ executive segsions. In addition, minutes of the i
; h May
intesrogatory 26 erronsously reported that the Company
w:mmmdtﬁewnfﬁ:mdmuﬂd
subordinate committees. (ﬂ]SI‘DRY—ComRuom)

() mCmmmmwym&mwfnmd
subsidiariez a3 required by U.C.A. 31A-5-218(5Ka). (HISTORY - Acquisitions,
mmn,mmaumumrsauwmm

&) TheCmnpmyisﬂmuhﬁnuecouhnlﬁngmmbuofmhmmboldhgmmpmysym
(AFFILIATED COMPANIES) N

(10) The Company did not notify the Commissioner in writing of its intention to eater into
Mnﬂﬁuod&mwﬁmukustBodayspﬁmmmmmummﬁomu
required by U.C.A. § 31A-16-106(1X(b)(iv). (AFFILIATED COMPANIERS —
Management Agreements, Service Contracts and Cost-sharing Arrangements)

as required by U.C.A. § 31A-5-416(3). Nor was the agresment acknowledged in anmal
Statement general interrogatory 9(d). (PENSION, STOCK OWNERSHIP, AND
INSURANCE PLANS - Employee Retiremext Flans)

(12) The Company may only offer workers’ compensation insurance in Utah, workers’
compansa&oninmramehustateotherthanUuhundermincondiﬁom, and workers’
compensation products and services in Utah and other states. (INSURANCE
PRODUCTS AND RELATED PRACTICES — Territery and Plan of Operation)

(13) U.C.A. § 31A-33-103.5(3) permits the Company’s subsidiaries to offer workers’

compensation insurance coverage only in a state other than Utah and to insure certain
employers against liability for compensation based on job-related accidental injuries and
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occupational diseases. (INSURANCE PRODUCTS AND RELATED PRACTICES —
Territory and Plan of Operation)

(14) The Company maintained more than a 50 percent market share of sll workers’
compensation insurance written in the State of Utah. (INSURANCE PRODUCTS AND
RELATED PRACTICES - Torvitory and Pian of Operation)

(15) U.C.A. § 31A-21-310 permits the Compary to distribute surplus to policyholders. In
socordance with this section, a dividend plan effective Jannary 1, 1998, and a revised plan
effective Jamiary 1, 1999, were filed with the Commissioner. (INSURANCE PRODUCTS
mmmmcnc:s-mtohuqm)

Legion Issurance Company. Under the agreement, Legion fronted for the Compeny on
certain risks located outside of Utah. (REINSURANCE — Assumed)

(17 MCommma&hCmﬁPmymwmadﬂmmamm
Legicn into voluntary rehabilitation effective April 1, 2002, (REINSURANCE - Assumed)

(18) Effective May 1, 1999, the Compasry entered into a reinsurance agreement with its
mMuy),Adm:geWorkmComutﬁon!nmCampmy. (REINSURANCE -

(19) The Compeny and Legion Insurance Company were ceding parties to an underlying and
- three per occurrence excess of loss reinsurance agreements and two per claimant excess of
loss reinsurance agreements. (REINSURANCE - Assamed)

(20) Several accounts and records deficiencies or concerns were identified. (ACCOUNTS AND
RECORDS)

(21) U.C.A. § 31A-5-2H1 requires the Company to maintain permanent surplus in the amount of
$300,000. In accordance with U.C.A. 31A-17, Part VI, the Company reported total
adjusted capital in the amount of $256,726,137 and authorized control level Risk-Based
Capital (RBC”) in the amount of $28,082,185. The examination determined total adjusted
capital to be $254,469,348 and accepted the Company’s calculation of its authorized contro]
level RBC. (SURPLUS)
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CONCLUSION

Assistance and cooperation extended during the course of the examination by officers,
employees, and representatives of the Company are acknowledged. In addition to the
undersigned, Colette Reddoor, AFE, Financial Examiner, and Donald R_ Catmull, Financial
Examiner participated in the examination. John Kay, CFE, CIE, Assistant Chief Examiner

Respectfully submitted,

Examiner-in- e, representing the
Utah Insurance Department
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